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October 22, 2008

Independent Auditors' Report

Board of Education
Northwest Academy
Chartevoix, Michigan

We have audited the accompanying financial statements of the governmental activities and the
major fund of Northwest Academy {the "Academy"), as of and for the year ended June 30, 2008,
which collectively comprise the Academy’s basic financial statements as listed in the iable of contents.
These financial statements are the responsioility of the Academy's management. Ourresponsibility is to
express opinions on these financial starements based on our audit,

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government Auditing
Standards, issved by the Comptrolier General of the United States, Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatemeant. An cuditinciudes examining, on a test basls, evidence supporiing
the amounts and disclosures in the financial statements, An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable basis for our
opinions.

In our opinion, the financial statements referred to above present faidy, in all material respects. The
respective financial position of the governmental octivifies and the major fund of Northwest Academy,
as of June 30, 2008, and the respective changes in financial position, thereof for the year then ended.
in conformity with accounting principles generally accepied in ine United Siates of America.

in accordance with Government Auditing Stondards, we have also issued our report dated
October 22, 2008, on ouwr consideration of Northwest Academy's internal control over financial
reporting and on our fests of its compliance with ceriain provisions of laws, regulations, confracts, grant
agreements and other matters. The purpose of that report is to describe the scope of our festing of
internal coniroe! over financial reporting and compliance and the results of that testing, and not to
provide an opinion on the internal controf over financial reporting or on compiiance. That report is an
integral part of an audit performed in accordance with Government Audifing Standards and should
be considered in assassing the results of our audit.
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Board of Education
Northwest Academy
Charlevoix, Michigan

The management's discussion and analysis and the budgetary comparison information are not a
reguired part of the basic financial statemenis but are supplementary information reguired by
accounting principles generaily accepted in the United States of America. We have applied certain
limited procedureas, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the required supplementary information. However, we did not audit
the information and express no opinicn on it

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise Northwest Acadsemy's basic financiat statements. The accompanying other
supplemental information is presented for the purpose of additional analysis and is not a required part
of the basic financial statements. The statement of receipts and disbursements — Fiduciary Fund has
not been subjected to the auditing procedurss applied in ine audit of the basic financial statements
and, accordingly, we express no opinion on them.

Wl et _a Lo,

CERTIFIED PUBLIC ACCOUNTANTS
Petoskay, Michigan



Management's Discussion and Analysis

Overview of the Basic Financial Statements

Northwest Academy's (the "Academy's") basic financial statements include government-wide
statements, fund financial statements and notes to the financial statements. This report also
confains required and other supplemental informatfion in addition o the basic financial
statements

Government-wide Financial Statements

The government-wide fingncial statements report information on all of the Academy's non-
fiduciary funds. The government-wide statements are dasigned to provide readers with o broad
overview of the Academy's finances, in o manner similar o a private-sector business.

The Statement of Net Assets displays all of the Academy’s assels and liabilities, with the
difference reported as net assefs. All long-term assets and debt obligations are presented,

The Statement of Activilies focuses on the gross and net cost of the various functions within the
Academy (instruction, support services, etc.}, which are supported by the Academy's general
revenues {unrestricted state oid, etfc.).

Fund Financial Statements

The fund financial statements report on the govermnmental funds, with an emphasis on major
funds. Magjor funds are determined by the level of activity within the various funds. The focus of
the fund financial statements is on the sources and uses of funds during the current year.

The fiduciary fund is dlso presented separately from the governmental funds, due to the fact
that these assets do nof represent assets of the Academy. These assets are not presented as
part of the government-wide financiat statements.

Northwest Academy mainiains one individual govermnmental fund.  Information is presenised
separately in the governmental fund balance shee! and the governmenial fund statement of

revenues, expendituras and changes in fund balances for the General Fund which is considered
a major fund.

Notes to the Financial Statements

The notas provide addiiional information which is essential to a full understanding of the dala
provided in the government-wide and fund financial siatements.



Governmeni-Wide Financial Analysis

The table below summarizes the Academy's net assels as of June 30, 2008 and 200/

Northwest Academy
June 30, 2008 and 2007

2008 2007
Assets
Current and other assets % 194,077 204,532
Capital assets - net of accum dep 501,185 469,948
Total assets 497 242 494,480
Liabilities
Current liabilities §3,503 90,007
Neoncument iakilities 420,430 432,082
Total hapilitiss 203,933 522,089
Net Assets
Investment in capital assets, net of related debt 44,896 44,779
Urrestricied 128,433 127,612
Total net assets $ 193,329 172,391

At the end of the fiscal year, Northwest Academy is able to report positive bolances in both
categories of net assets. The first portion of the Academy's net assets is its investment in capifal
assets (land, building and equipment} less any related debt used to acguire those assets that is
still outstanding., The Academy uses these capital assets in providing educational services;

conseguently these assets are not available for future spending.

The remaining porfion of net assets, unrestricied net assets, may be used at the Academy’s

discretion to meet ongoing obligafions.
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The results for the School as o whole are reported in the Statement of Activities, which s
summarized below:

Northwest Academy
Year Ended June 30, 2008 and 2007

2008 2007
Revenve
Program revenue:
Charges for services 3 2,639 % 6,235
Grants and contfributions 80,125 35,953
General revenue:
State aid, unrestricted 557,148 592,628
Inferest and invesiment eamings 469 500
Other 6,609 1,787
Totatrevenues 647,190 $37.103
Function/Program Expenses
Instruction 348,19} 350,307
Support services 234,556 193,834
interest/fees on long-term debt 29,131 29,858
Depreciation [unallecaied) 14,374 12,945
Total expenses 626,252 586,944
Change in net assets 20,938 50,159
Net assets - beginning of year 172.391 122,044
Net assets - end of yaar $ 193329 $ 172,223

As reported above, the School recorded $624.252 of expenses. The majority of the Academy's
revenues were from unrestricted state aid [846%) and grants and contributions (13%).

The Academy's decreased enrcliment provided less state aid revenue than the previcus year, |
shiould also be noted that the Academy created a new positicn of School Leader in the current
year, which resulted in an increase in suppon service expense. The creatfion of such a position s

an integral part of the Academy's newly adoptad strategic plan to increase enrclimeant and
raise funds.

Fund Financial Analysis

As of year end, the governmental fund reported a fund balance of $128,433 which is $821 more
than the beginning of the year, The slight increase was a result of the increased support services
expense combinad with o reduction in state aid.
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General Fund Budgetary Highlights

Final budgeied expenditures were greater than originaly budgeted to reflect the addition of
the School Leader positicn.

Final revenues ond expenditures were very close to ihe final budgeted amounts, with ihe

exceplion of the donation of a sailboat 1o the school which increased both revenues and
expendiiures,

Capital Assets

At June 30, 2008 fhe Schoot had $540,733 invested in capital assets, The following table
summarizes the capital asset activity for the year:

Northwest Academy
Year Ended June 30, 2008

uby 1, 2007 Additions Disposals June 30, 2008

Land and improvements 3 75,000 b - 3 - 3 75,000
Builgings and improvements 540,122 - - 540,122
Furniture and sguipment 6933 25,611 6,933 25,611
Total capital assefs 622,055 25,611 4,933 640,733
Less cccum. depreciation 132,107 14,374 £.933 139,548
Net capital assets $ 482,948 3 11,237 $ - % 521,185

Deht Outstanding

Al the end of the year, the Academy had $432,082 culstanding for a building copital lease and
$4,207 outstanding for a copier capital lease. Betow is the debt activity for the year;

Northwest Academy
Year Ended June 30, 2008
July 1, 2007 Adidiiions Raductions June 30, 2008
Lsases payable:
Building copitoliease L 445,149 $ - $ 13,087 3 432,082
Cooier capital lease - 5,40% 1,202 4,2G7
Totalleoses pavable $ 445149 % 5.409 $ 14,285 $ 434,289

The reduction in debt was atfributable to regular debt payments,



Economic Factors

The economic factors which are most impacting Northwest Academy with resoect 1o this
financial report are our sources of funding and stedent enrcllment,

Northwest Academy is a public school academy, Scurces of funding available 1o public school
academies differ significantly from those sources available fo fradittonal pubiic schools. Public
school academies are not dllowed to float bonds fo pay for facilities and exira needs.
Approximately $0% of Northwest Academy's funds available fo gppropriate are generated by
the State foundation grant, The grant is based on student enroliment and serves as our largest
source of funding for both operations and facilities, Public school academies do receive services
from the local Intermediate School District and those funds fail under the Tifle programs that we
qualify to receive. These funds amount to less than 5% of our total income.

Over the past vear, Northweast Academy has seen a decrease in enrollment which has followed
saveral years of increases, For this reason, we have recently adopted a strategic plan which sets
out concrete goals for improving curiculum, increasing enrollment, facility construction and
renovation, and fundraising. Qur continved funding chailenge is due to the fact that public
schoo! academics do not receive funding from any other sources than the funds for the per
pupil count. Since these funds pay for all of the facility and operaling expenses that we incur,
additional fundraising measures are currenily being researched and implemenied. In addifion,
we believe that by increasing the capacity of our facilities and improving cur curriculum beyond
state mandates, we will attract new students as well as new donors.

Financial Contact

The Academy's financial statements are designed 1o present users with a genegral overview of
the Academy’s finances, Questions concerning any of the information provided in this regort or
requests for additional financial information should be directed towards the Busingss Office ot
Morthwest Academy.



NORTHWEST ACADEMY
Siatement of Net Assetfs
June 30, 2008

Assels

Current Assels
Cuash
Accounts receivable
Due from other governmental units

Total current assets
Noncument Assets
Copital assets, non-depreciable
Capital assets, depreciable
Less: accumulated depreciation
Total noncurrent azsets

Total assets

Liabilities and Nef Assets

Curnent Liabilities
Accrued expenses
Capital leasss, due within one year

Total currant fiabilities

Noncvurrent Liabilities
Capital leases, net of current portion

Total ligkilities

Net Assets
investment in capital assets, net of related debi
Unrastricted

Total net assais

Total iabilifies and net assets

Ses accompanying neies 10 the basic financial statements.

a2

Governmental
Activities

3 90,787
224
105.064

196,077

75,000
565.733
{139.548]

501,185

$ 697,262

$ 67.644
15859

83.503

420,430

503.933

64874
128,433

193.329

$ 897.262
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NORTHWEST ACADEMY
Governmental Funds
Balance Sheet
June 30, 2008

General
Assels
Cash 3 ¢0,787
Accounis receivable 226
Due from other governmenial units 105,044
Total assets 3 196,077
Liabilities and Fund Balance
Liabilities:
Accrued expenditures $ 67,644
Total liakilities 57 644
Fund Balances:
Unreserved:
Undesignatad 128,433
Total iabilities and fund bolance LS 194077

See azoomipatyirg notes 1o the basic inancis! statamens, 5



NORTHWEST ACADEMY
Governmental Funds
Reconciliafion of Balance Sheet of Governmenfal Funds to Net Assefs
June 30, 2008

Total Fund Balances - Governmental Funds

Amounts reported for governmental activities in the statement
of net assets are different because:

Capital assets used in govarnmenial activities are not financial
resources and are not reporied in the governmental funds
balance sheet

Cost of capital assefs
Accumuated depreciation

Long-term liabilities are not due and payable in the current period
and are not reported in the governmental funds balance sheet

Bullding capital lease
Copierlease

Total net assets - governmental activifies

See accompanying notes 1o the basic financial statements. &

128,433

640,733

(139,548}

(432,082)
(4,207

193,327




NORTHWEST ACADEMY
Governmenial Funds
Statement of Revenues, Expenditures and Changes in Fund Balances
Year Ended Juna 30, 2008

General
Revenues
Local sources $ 48,477
State sources 577,210
Federal sources 18,118
Interdistrict and other sources 3.385
Tofal revenues 647,190
Expendifures
Current:
Instruction 348,191
Support services 234,556
Debf service:
Principai 14,289
interest 29.131
Copital outlay 25,611
Total expenditures 651,778
Excess of revenues over expenditures {4,588}
Other financing sources
Capital lease 5,409
Net change in fund baiance 821
Fund balance - beginning of year 127.612
Fund baiance - end of year $ 128,433

See gocompanying notes to the basic financial statemenis. 7



NORTHWEST ACADEMY
Governmenial Funds
Reconciiiation of the Siatement of Revenues, Expenditures
and Changes in Fund Bolances of Governmental Funds
to the Statement of Activities
Year Ended june 30, 2008

Net Change in Fund Balances - Total Governmental Funds

Amounts reported for governmental activities in the statement
of net gssets are different because:

Capital outlays are reported in governmental funds as expenditures.,
However, in the statement of activities, the cost of those assets is
gliocated over their estimated useful lives as depreciation expense.

Capital outlay
Depreciation expense

Proceeds of long-term debt [including capital leases} are recorded as an other
financing source for governmental funds, but are not -ecoraed in the statement
of activities. Repayment of debt principal is an expenditure in the
governmental funds, but the repayment reducss long-term fiabilitiss in the
statement of net assets.

Principal repoid
Caopital lease proceeds

Change in net gssets - govermmental activities

See ococompanying notes fo the basic fingncial statements, 8

821

25,611
{14,374}

14,289
15.409)

20,938




NORTHWEST ACADEMY
Fiduciary Fund
Statement of Fiduciary Net Assels
June 30, 2008

Student Activities
Agency fund

Assetls
Cash 3 8,025
Investments 5,758
Total assets 3 13,783
liabilities
Due to student groups 3 13,783

See aoccompanying notes to the basic lingnciol statements 7



NOTE 1:

NORTHWEST ACADEMY
NOTES TO FINANCIAL STATEMENTS
June 30, 2008

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Northwest Academy (the "Academy') operates under ¢ Board-Administrator form of
government and provides educaiion services to Hs residents. The accounting policies of the
Academy conform 1o accounting principles generally accepted in the United States of
America [GAAP) as applicable to governmental units, The following is o summary of the
significant policies used by the Academy:

Reporting Entity

The accompanying financial statements have been prepared in accordance with ¢riteria
established by Governmenial Accounting Standards Board Statement {GASBS) Ne. 14 {and
amended by GASBS No. 3%9). GASBS 14 stales the primary basis for determining whether
outside agencies and orgonizations should be considered component units of the Academy
and included in the Academy’s financial statements is financial accountability. Financial
accountability has been defined as follows: A primary government has substantive quthority
1o appoint a voting majority of the component unit's board: the primary government is
either able 1o impose its will on o component unit or there is a potential for the component
unit 1o provide specific financiol burdens on the primary government; and the component

unit Is fiscally dependent on the primary government. The Acaodemy has no componsent
units.

Basic Financial Stafements - Overview

The Academy's basic financial statements include beth governnment-wide {reporting the
Academy as o whole) and fund financial statements (reporting the Academy's major funds).
Both the governmenit-wide and fund financial statements categerize primary activities as
agither governmental or business type. Governmental aclivities, which normally are
supported by taxes and intergovernmanital revenues, are reported separately from business
type activilies, which rely to a significant extent on iees and charges for support. All of the
Academy's aclivities are considered governmental activities,

Basic Financigl Stafements - Government-Wide Stofements

The government-wide financial statements report information on all of the nonfiduciary
activities of the primary government. These statements are reported using the economic
resources measuremeant focus and the full accrual basis of accounting. As o general rulg,
the effect of interfund aclivity has been eliminated from the government-wide financial
statements. The government-wide focus is more on operational efficiency, the sustainability
of the Academy as an entity and the change in the Academy's net assets resuiting from the
current year's activities,

In the government-wide Staiement of Net Assets, the governmental activities column is
presented on a consolidated basis. Dus to the Tull accrual, economic resource basis, all
long-term assets and receivables, as well as long-term debt and obiigations are recognized.
The Academy's net assefs are reported in three parts - invested in capitat assets, net of
related debt; restricied net assets; and unrestricted net assets. The Academy first utilizes
restiicted resources to finance qualifying activities.

10



NOTE T:

NOTES TO FINANCIAL STATEMENTS - CONTINUED
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED
Basic Financial $fatements ~ Government-Wide Statements - Conlinved

The government-wide Statement of Activities, due to the full accrual, economic rescurce
basis, records revenue when it is earmned and expenses when a liability is incurred, regardless
of the fiming of related cash flows. The Statement of Activifies demonstrates the degree to
which the direct expenses of a given function are offset by program revenues, Direct
expenses are those that are clearly identifiable with a specific function, Program revenus
inciudes {1) charges to cusiomers who purchase, use or directly benefit from goods, sarvices,
of privileges provided by a given function and (2) grants and contributions that are restrictad
to meeting the operational or capital requirements of a particular function. Taxes,
unrestricted State Aid and otheritemns not properly included among program revenues are

reporfed as gensral revenue. Any net costs, by function, are allocated to the general
revenue.

Basic Financial Siatements ~ Fund Financial Statements

The financial rransactions of the Academy are reported in individual funds in the fund
financial statements, The operations of each fund are accounted for with aseparate set of
selt-balancing accounts that comprise its assets, liabilities, fund eguity, revenues and
expenditures. The emphaosis in the fund financial statements is on the major funds in the
governmental activities category. GASBS No, 34 sets forth minimum criteria {percentage of
the assets, liabilities, revenves or expenditures of the governmental funds) for the
determination of major funds, The Academy’s major fund, as described below, is the General
Fund. The Academy has no non-magjor funds.

The governmenial funds financial statements are reported using the current financial
respurces measurement focus and the modified accrual basis of accounting. Revenues are
recorded in the accounting periad inwhich they becoms boih available and measurable.
Revenues are available when received within the curent period or within 60 days after year
end. Expenditures are recorded in the accountng period in which the liability is incured
The exceplion 1o this general rule is principal and interest on general obligation iong-ferm
debt, if any, is recognized when due.

The focus of the fund financial statements is upon the determination of financial position and
changes in financial position [sources, uses, and balances of inancial resourceas),

Government resources are aliocated 1o and accounted forinindividual funds based upon
the purposes for which they are 10 be spent and the means by which spending acfivities are
controlled. The various funds are grouped. in the fingncial statements in this report, into
generic fund types and broad fund categories as follows:

Goverinmental Funds

Governmenia! funds are those funds through which most school district functions typically
are financed. The acquisition, use and talances of the Academy's expandable financial
resources and the retated current lfabilities are accounied for through govermmental funds.

General Fund - The General Fundis used 1o recard the general operations of the Acadsmy
neraining to education and thase operations not provided forin other funds. The General
Fund is @ major fund of the Academy.



NOTE 1:

NOTES TO FINANCIAL STATEMENTS ~ CONTINUED
SUMMARY OF SIGNIFICANT ACCQUNTING PGLICIES - CONTINUED
Basic Financial Statements - Fund Financial $fafements - Continued

Fiduciary Funds

Fiduciary Funds are used to account for assets held by the Academy in a trustee oragency
capacity for oihers and therefore are not available to support Academy programs. Since
these funds cannot be used o address cclivities or obligations of the Academy, thase funds
are not incorporated into the govermnment-wide statements, Fiduciary fund statements are
reported using the economic resocurces measurement focus and the accrual basis of

accouniing. The following agency fund is presented in the Statement of Fiduciary Net
Assets:

Student Activilies Agency Fund ~ The Academy presently maintains @ Student
Activities Agency Fund fo record the fransactions of student groups for school and
school-related purposes. The funds are segregated and held by the Academy for
ihe students.

Cash and Cash Equivalents

Cuash and cash eguivalents include cash on hond, demand deposits and other accounts
that have the genergl characteristics of demand deposits.

investments

Investments are stated at fair market value,

Capital Assets

Capital assets, which inctude land, buildings, equipment and vehicles are reported in the
Statement of Net Assets in the government-wide Fnanciai statements. Capital assets are
defined by the Academy as assets that are purchased or acquired with an originat cost of
$5,000 or more and an estimated useful fite in excess of one yaar. Such assetfs are reported
at historical cost or estimated historical cost, Confributed assets are reported at fairmarket
value as of tne date donated., Additions, improvements and cthar capifal cutlay that
significantly extend the useful life of an asset, or increase s capacity or efficiency. are
capitalized. Other costs incumed for repairs and maintenance is expensed as incured.
Depraciation on all assets is provided on the straight-line baosis over the following estimated
useful lives:

Buildings and improvements 20-50C years
Furniture and other eguipment 313 years

Comparaifive Data

Comparotive fotat data for the prior year is not included in the Aczademy's financial
statements,

12



NOTE 2:

NOTE 3:

NOTES TO FINANCIAL STATEMENTS ~ CONTIRUED

BURGETING /COMPLIANCE

the Academy is required under Putlic Act 621 1o adopt a budgei for the General fund. An
annual budget is adopted on g basis consistent with generally accepied accounting
principles and State law for this fund. State iaw requires the Academy to have iis budgetin
place by Juty 1. Expendiiures in excess of amounts budgeted are a violation of Michigan
law, State law permits Academies o amend their budgets during the vear. Al annudl
appropriations lapse at year end.

The presentation of budgetary information is required for the General Fund. In the required
supplemental informgtion seciion, the Academy's actual and budgeted expenditures for
the General Fund are presented. The Academy did nof have an excess of expenditures over
appropriations for the General Fund.

CASH AND INVESTMENTS

State stofutes and the Academy's invesiment policy authorize the Acodemy to make
deposits in the accounts of federaily insured banks, credit unions, and savings and loan
associations that have an office in Michigan; the Academy is allowed fo invest in U.S.
Treasury or Agency obilgafions, US. government repurchase agreements, bankers'
accepiances, commercial paper ratad prime af the time of purchase that matures not
more than 270 days after the date of purchase, mutual funds. and investment pools that are
composed of authorized invesiment vehicies. The Academy's deposits are in gccordance
with siatutory authority,

Cash Depaosits

Custodial Credit Risk — Depaosits, Custedial credif risk is the risk that in the event of a bonk
faiiure, the Academy's deposits may not be retumed o it Atyear-end, the carying amount
of the Academy's deposits for both governmental activities and fiduciary funds was
$98.712 and the bank baliance was $%0.552. Al of the bank balance was coversd by
federal depository insurance. State statutes prohibit security in the form of collateral, surety
bonds or ancther form be taken for the depaosit of public funds.

investments

Credit Risk - As of June 30, 2008, the Academy had an investment in Wachovia open-end
mutual funds of $5.758,



NOTES TO FINANCIAL STATEMENTS -~ CONTINUED
NQTE 4: CAPITAL ASSETS

Capital asset aciivity for the Academy's govarmnmental activifios was as follows:

Balance Balance
Juby 1. 2007 Additions Disposals June 30, 2008
Assets not being depreciated:
Land and improvements % 75000 $ - L3 - 3 75,000
Capital assets being deprecioted:
Buildings and improvemenis 540,122 - - 540,122
Furniture and equipmeant 6,933 25,611 6,933 25611
Subtotal 547055 25,611 £.933 555733
Accumulated depreciation:
Buildings and improvements 125,174 12,943 - 138,117
Furniture and eguipment 6,933 1,431 6,933 1 431
Subtotal 132,107 14,374 6,533 139,548
Nat capitat assets being depreciated 414,948 11,237 - 426,185
Covernmertal activities net
capital assets 3 489.948 $ 11.237 $ - $ 501085

Governmental agstivities depreciation expense was charged as fallows:
Unallocated S 14,374

NOTE 5: SHORT-TERM DEBT - STATE AID NOTES

The Academyissues State Aid notesin advance of Siate Aidreceipts, depositing the procaeds in
the General Fund. This note is necesssary because a State Aid payment is not received in
September.

Short-term debt activity for the year endsd June 30, 2008, excluding inferest expense of
$112 was as follows:

Beginning Ending
Balance lssued Redeemed Baionce
State Aid Note 3 8,380 3 - $ 8,380 3 -

14



NOTE 6:

NOTES TO FINANCIAL STATEMENTS - CONTINUED

LONG-TERM DEBT

1he following is a summary of the Academy's governmental activilies long-term debt fransactions
for the year ended June 30, 2008:

Amouni
Due
Beginning ending Wihin One
Balance Addificns  Reductions Balance Yeor
Legses payable:
Bulding capital lease b 4451459 % - $ 13087 § 432082 % 1405
Copier Lease - 5,409 1,202 4,207 1.803

$ 445169 5407 3 14289 5 43628% § 15859

Long-term debt payable at June 30, 2008, is comptised of the following individual instrument:
Building capital lease;

$447,183 building capilal lease in monthly installments of $3,510

including interest at 6.5% through August, 2010. It is expected

that the cuistanding amount will be refinanced after that date,

The lease is with a related party, Northwest Academy Buiiding

Corporation. The ferms are identical o those that the lessor

has with its lender, $ 432,082

Copier Leqse:

$5.409 copier capital lease in monthly instaltments

of $163 including interest at 8% through October 2010.

The iease includses a $1 bargain purchase option at

the end of the legse, 4,207

—_—re

Total long-term debi § 436,289

The annual reguirements 1o amortize ali governmentat obligatfions are as foliows:

Yaar Ending June 30, Frircipal Interest Tolal
2009 $ 15,859 $ 28215 $ 44,374
2010 16.813 27.261 44,074
2031 403,617 4,483 408,100
Total $ 434,28% 3 50,959 $ 494,248

Alllong-term debi will be liquidated from the General Fund. There are limitations and restrictions
contained in the various agreements. The Academy is in compliance with @l significant
limitadions and resirictions.



NOTE 7:

NOTE &;

NOTE ¢:

NOTES TO FINANCIAL STATEMENTS - CONTINUED

OFPERATING LEASES

m 2007, the Academy enlered info a lease agreement for a parcet of lond adjacent to the
school o be used as playground space. This lewse is considered for accouniing purposes to be an
operating lease, Lease expenditures for the year ended June 30, 2008 were $3.400. The lease term
is one year and is renewable ot the end of each year unless terminated by either party.

RELATED PARTIES

In addition to Northwest Academy Buillding Corporgtion noted in the Long-Term Debt Note, the
Academy is related to North West Bookkeeping who contracts with the Academy for most of its
personnel, The contfractor alse keeps the accounting records for the Academy. Paymenis to
North West Bookkeeping during the fiscal year ended June 30, 2008 were $462,286.

RISK MANAGEMENT

The Academy caries commercial insurance for all risks of loss. The Academy pays an annual
premium for its general insurance coverage.



REQUIRED SUPPLEMENTAL INFORMATION



NORTHWEST ACADEMY
Required Supplementary Infermation
Budgetary Comparison Schedule
General Fund
Year Ended June 30, 2008

Varance with

Criginal Final Finat Budget
Budget Budge! Aciugl Over/{Under)
Revenues
Local sources $ 2,795 $ 38,203 3 48,477 $ 10,274
State sources 608,024 577,210 577.210 -
Federal sources 15,6820 18,118 18,118 -
Interdistrict and other sources 3,289 2,354 3,385 1,031
Total revenues 635,228 635,885 647,120 11,305
Expenditures
Cument:
instruction:
Basic programs 311,600 318,192 317,008 {1,184)
Added needs 41,879 31.183 31,183 -
Support services:
Instruciional siaff 4,757 11,220 11,219 {1
General administratfion 49,964 70,998 71,405 407
Scheol administration 86,451 80,604 80.654 50
Business services 12,024 11,002 11,002 -
Operation and maintenance 35,690 33,082 36,591 3,509
Cenfral 7,931 23,488 23,685 197
Debt service:
Principal 16,759 16,687 14,289 {2.398)
tnterest 29,858 22,027 29,137 104
Capital ouilay - 10,202 25,611 15,409
Tolal expenditures 598,925 435,685 651,778 16,093
Excess of revenuss over expendifures 38.0C3 200 {4,588} [4.788)
Other financing sources
Caopital lease - - 5,409 5,409
Net change in fund balance 38.003 200 821 621
Fund balance - beginning of year 119,859 127,611 127,612 ]
Fund balance - end of year $ 157,862 ) 127,811 3 128,433 $ 622

See accompanying notes to the basic financial siatements. 17



OTHER SUPPLEMENTAL INFORMATION



NORTHWEST ACADEMY
Other Supplemental Information
$atement of Account Balances

Fiduciary fund
Year Ended June 30, 2008

Balance 2007-2008 Balance
June 30, 2007 Receipts Disbursements June 30, 2008
Arts & Theater $ 5N L) - $ - 3 511
Athletics [73) 2,173 1.713 387
Class of 2008 117 4,096 4,213 -
Class of 2009 335 2870 1,611 1.594
Class of 2010 28 1,156 406 778
Ciass of 2011 278 838 183 735
Class of 2012 - 48 - 48
Ciass of 2013 - 49 - 49
Community Service 104 - - 104
Friends of NWA 7.205 34 7,548 -
Friends of NWA:
Brya/Sciacca 100 - 100 -
Griffin 200 - 200 -
tatzger/Thamm 140 - 140 -
Graduation 20 140 140 20
Lunch 195 535 259 471
Michelle's Class 686 1,428 2,114 -
Music {214) 1174 260 -
Off Campus Educational Activities 71 - - 71
Playground Equipment 2071 229 2.300 -
From & Danzes 301 - 160 201
Saunders' Ciass - 190 - 190
School Store 122 95 63 154
Science 100 - - 100
Spanish 78 3,053 1,575 1,556
Student Assistance 110 - - 110
Studzant Government 261 65 60 266
Technology 200 - 56 144
Vine/Malewiiz 125 - - 125
Yaarbook 860 1,323 1,994 1589
Bank Interest / Charges 32 - 10 22
Luke Pace Memorial Fund 7.057 - 1,299 5,758
Total $ 21,020 % 19,803 % 27.040 % 13.783

18



INTERNAL CONTROL, COMPUANCE AND OTHER MATTERS



 Hill : Schroderus & Co., LLP

Certified Public Accountants & Consuliants

Cctober 22, 2008

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND
ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Board of Education
Northwest Academy
Charlevoix, Michigan

We have audited the financial siotements of the governmenial activities and the major fund of Northwest
Academy os of and for the year ended June 30, 2008, which collectively comprise Northwest Academy's
basic financial statements and have issued our report thereon dated Oclcber 22, 2008. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable o financial audits contained in Government Auditing Standards, issued by the
Compiroller Generdl of the United States.

Internal Control Over Fingncial Reporting

In planning and performing our audit, we considered Northwest Academy's internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of exprassing our opinions on the
financial stotements, but not the purpose of expressing an opinion on the effeciiveness of the Academy’s
internal control over financial repoeriing. Accordingly, we do not exprass an opinion on the effectivensss of
the Northwest Academy's infernal control.

Our consideralion of internal control over financial reporiing was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencigs in internal control aver financial
reporting that might be significant deficiencies or material weaknesses, However, os discussed below, we
identified o certain deficiency in infernal conirot that we consider to be a significant deficiency and
another deficiency that we consider to be a material weakness.

A control deficiency axists when the design or operation of a control does not allow management or
employses, in the normal course of performing their assigned funclions, to prevent or detect misstatements
on a fimely basis. A significant deficiency is ¢ control deficiency, or a combination of control deficiencies,
ihat adversely affects the entity's ability to inifiate, authorize. record, process, or report financial data
reliably in accordance with generally accepted accounting principles such that there is mors than a
remote ikelihgod that o misstatement of the entity's financial statements that is more than inconsequential
will not be prevented or detected by the enfily's intemal confrol, We consider the following deficiency to be
a significant deficiency in internal conirol,

The Academy has improved the documeniation ard support for amounts paid from the Trust and Agency
Fund., However, documentation supporting the receipt of monies into the fund continues to e lacking.

A material weakness is a significant deficiency, or a combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statemeants will not be

prevenied or detectad by the entity's internal control, We believe that the following deficiencies constitute
matenal weaknesses:
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Board of Education
Northweest Academy
Charlevaix, Michigan

The Schoal District dogs not have the expertise 1o prepare financial statements in accordance with
generally accented accounting principles, According to recenily issued ouditing standards this inability to
prepare financial statements in accordance with generally accepted accounting principlesis anindicator
of a significant asficiency and a strong indicator of @ material weakness In internal control.

We did note the Schoot District's management does posses the skill necessary 1o prepare and monitor the
annual tudget, The accounting system which is designed primarily for budgeliary purposes and State of
Michigan FID reporting is also used as the source informafion in preparing the financicl statements in
accordance with generally accepted accouniing principles with some adijusiment, format differences and
note disclosures,

Complionce and Other Matters

As part of obiaining reasonabtle assurance about whether Northwest Academy's financial statements are
free of moterial misstatement, we performed tests of its compliance with certgin provisions of laws,
regulations, contracts and gront agreemenis, noncomplionce with which could have a direct and material
efiect on the determination of financial statemsnt amounts. Bowever. providing an opinion en compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an opinion.
The rasults of our tests disclosed no insiances of noncomplionce or other matiers that are required to be
reported under Government Audifing Standards,

This report is intended solely for the information and use of the management and Board of Education and is
not intended o be and should not be used by anyone other than these specified partias,

Wl Selodnua s b

CERTIFIED PUBLIC ACTOUNTANTS
Patoskey, Michigan
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NO MANAGEMENT LETTER WAS ISSUED TO THE NORTHWEST ACADEMY FOR THE YEAR ENDED JUNE
30, 2008.



NO DATA COLLECTION FORM IS REQUIRED TO BE ISSUED TO THE NORTHWEST ACADEMY FOR THE
YEAR ENDED JUNE 30, 2008.



